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“Value” as an Accounting Concept
By Arthur C. Kelley
The article by M. E. Peloubet (The Journal of Accountancy, 
March, 1935) dealing with the concept of value raises certain 
questions which are so fundamental and significant for accounting 
theory, that they merit further consideration. Mr. Peloubet 
maintains, in substance, that value is a subjective idea existing 
only in the mind, and accounting should not concern itself with 
subjective ideas but should be objective and confine itself to the 
historical record of material facts. He further contends that the 
idea held in some quarters of a balance-sheet as an "instantaneous 
photograph ” of a business enterprise at a particular point in time 
is “fundamentally false.” It is instead a “narrative covering 
the entire life of the enterprise from its inception to the date of 
the balance-sheet.” As one who holds to this “fundamentally 
false” view I wish to point out the logical necessity of this view 
and the erroneous character of the reasoning on which the other 
view is based.
Before deciding whether value is an accounting concept, it is 
necessary to define the meaning of the term “value,” and here 
we run into great confusion because of the multiplicity of mean­
ings which attach to the term. However, this variety of mean­
ings need not alarm the accountant because he is concerned with 
values in terms of money. Therefore, although value is in 
essence subjective and exists in the mind, yet it can be and is 
measured by an external standard, namely, money of the realm. 
This fact simplifies the problem of the accountant immeasurably, 
since he can brush aside the multitude of meanings which attach 
to the term “value” and confine his thinking to the money value 
of the enterprise—and this is exactly what he does in actual 
practice.
The reason why the pecuniary value of an enterprise is of para­
mount importance in business is that we live in a private-profit- 
competitive economy where production is carried on for the 
market, which means that production is evaluated in the market 
in terms of money. Therefore, the money value or the market 
value must govern production, and if the money value in the 
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market of the product produced does not exceed the money cost 
of production and selling, the incentive to produce stops because 
there are no profits to be obtained, and the whole system becomes 
partly paralyzed in the periodical phenomenon of the depression 
or commercial crisis.
In the final analysis, value consists of “the aggregate properties 
of a thing by which it is rendered useful or desirable,” and from 
the point of view of the business man or producer, this means that 
the things owned by his business are of value only so far as they 
are of use or will render a service. Every asset of a business 
then is in essence “a storage of service” and the degree of service 
which can be rendered by each asset is valued in terms of money 
or, more precisely, in terms of the money which may be derived 
by exchanging the goods or services produced on the market. 
Is it not evident, then, that value is indeed an accounting concept, 
for surely when an accountant prepares a balance-sheet he must 
of necessity consider the power of the assets to render service? 
The approved principles of valuation used by accountants sup­
port this view. Current assets are ordinarily shown on the bal­
ance-sheet at the cost or market value, whichever is lower. This 
means that the accountant measures the serviceability (power to 
render or command services or goods) of each current asset in 
terms of the money value which the assets will yield.
Now the problem of evaluating the fixed assets is much more 
difficult, because by their nature they will last for a much longer 
time, so that when one sets a value on a fixed asset one attempts 
to measure in terms of money the service which will be rendered 
by the asset in the future. Neither accountants, engineers, 
economists nor expert appraisers can foretell the future, so that 
all their valuations are nothing but guesses and have significance 
only for the time being, that is, for the date of the appraisal. 
The impossibility of predicting the future course of market prices, 
technological improvements, inventions, styles and other factors 
makes a correct valuation for the future of many fixed and in­
tangible assets beyond human ability, no matter how many 
engineers and expert appraisers aid in the problem. In view 
of this impossibility the accountant falls back on the convenient 
and practical assumption that the value of the asset is equal to its 
money cost, less a deduction to provide for that proportion of its 
power to render service which has been used up. This is the 
only practicable assumption that can be used ordinarily, and the 
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accountant is wise to follow it. Any procedure of periodical 
appraisals of fixed assets to determine their value is futile, be­
cause such appraisals are attempts to predict and measure in 
terms of money the future costs and market prices of the product 
which can not be done in this day of rapid technological change 
and fluctuating price levels.
The balance-sheet is indeed similar to an instantaneous photo­
graph of the business. The idea that it is an historical narrative 
is not tenable, because a narrative is a story which describes a 
continuity of happenings. Such a story would tell of the lean 
years and the fat years, of the disasters which overtook the enter­
prise, the assets scrapped and thrown out and the profits distrib­
uted to the owners, etc. As a matter of fact the balance-sheet 
tells nothing of the sort. All it tells is the present status of the 
enterprise, which naturally is the result of its growth from its 
inception, but it tells nothing of the happenings of its life nor how 
or when it arrived at its present position, except for those hap­
penings which have left their scar or mark on the picture. A 
series of balance-sheets would present a narrative, but then they 
would be a series of instantaneous photographs.
The balance-sheet is static and the picture it presents only 
holds true at a particular date, so far as human skill can draw a 
correct picture, and it does set a value upon the assets and the 
enterprise as of that date and in the light of all the known facts 
at that time. Subsequent to the date of the balance-sheet 
particular commodity prices or the general price level may fall, 
new machinery may be invented by competitors, consumers’ 
styles and habits may change—any one of which may so affect 
and reduce the power of the assets of the enterprise to render a 
service at a profit that the values thereof may shrink fearfully, and 
another balance-sheet must present a very different picture.
However, both these balance-sheets would be correct pictures 
of the enterprise for the dates mentioned, according to the 
expert opinion of the accountant and in the light of all the factors 
known by the accountant at those times. Of course, tremendous 
errors in valuation will creep into a balance-sheet, caused by the 
accountant’s negligence or his ignorance of the facts and condi­
tions or by the incompetence of the engineering advice on which 
he relies, but the chance of human error does not change the fact 
that value, the power to render or command a service, is one of 
the basic concepts of accounting.
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By M. E. Peloubet
The views of the author of the foregoing article are not so differ­
ent from those put forward in my article in the March Journal 
as they would seem to be on first sight. It is clear that current 
assets are necessarily stated at something approaching current 
values, with a number of exceptions which are of greater impor­
tance in some situations or types of enterprises than in others. 
When the problem of valuing fixed assets is reached, Mr. Kelley 
rightly says that the best test of real value is the useful and profit­
able service which may be expected in the future from those 
assets, and he points out the difficulties of arriving at such a valua­
tion. He then states that in view of these difficulties the account­
ant must assume that the value of the asset is equal to its money 
cost less depreciation and that that is the “value” at which fixed 
assets must be stated. I am in agreement with Mr. Kelley as 
to his procedure and I believe this was made clear in the previous 
article.
I can not, however, agree that, after admitting that a genuine 
value is almost impossible of determination, we can then assume 
that cost and value are the same thing. It is difficult to read 
any other meaning into Mr. Kelley’s statements, and I think that 
to admit such an assumption puts us back where we started: that 
is, the accountant under that assumption is taking responsibility 
for a value which is represented by cost and can, in the practical 
working of business, be represented only by cost or by an esti­
mated figure of which we can never be certain.
As a rule, even an appraiser works on a basis of cost. It may 
be replacement cost or present-day cost as opposed to cost of a 
past period but his work is generally a correction of an old or 
inaccurate cost basis to an accurate cost based on given conditions 
at a given time. He does not, I believe, often attempt to appraise 
or estimate future earning power. The objection to Mr. Kelley’s 
statement is not that his method or procedure is wrong, but that 
he confuses the concept of depreciated cost with what seems to 
me to be a vague and inexact concept of “value.”
While it is perfectly proper to take responsibility for a statement 
covering depreciated cost, it would be incorrect to call this figure 
any sort of value and it would be highly dangerous to accept any 
responsibility for it as a value.
Mr. Kelley seems to confuse inaccuracies in the preparation 
of a balance-sheet with the limitations of the basis on which it is 
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prepared. I would be the last to defend any accounts which did 
not correctly present a given situation at a given time on a given 
basis, but if these accounts did not present the situation on some 
other basis at the same time I would not say they were in error: 
I would merely say that that particular basis was not considered. 
I do not believe that anyone, even the appraiser, has prominently 
before him the idea of the “power to render or command a 
service” when he is endeavoring to arrive at a monetary repre­
sentation of the various assets.
Cost, present or past, and market price, neither of which are 
the same as value, are what would be in his mind. It is true, 
of course, that machinery must be able to be operated, and build­
ings must be habitable if they are to be considered as assets at all, 
but this is generally so obvious that it is taken for granted and 
the writing off of obsolete machinery or uninhabitable buildings is 
hardly a valuation.
Mr. Kelley does not believe that the balance-sheet is a narra­
tive but considers it as an instantaneous picture of the business. 
It is true that as a narrative the balance-sheet is a condensed and 
synoptic one. It tells its story, perhaps, in the same way that 
the inscriptions on a few monuments of an ancient civilization 
may indicate some hundreds of years of history. It is, however 
condensed, a record of what has happened, particularly so far as 
fixed assets and surplus are concerned, and without periodical 
revaluation it can be little else.
Mr. Kelley appears to feel that some strong props have been 
knocked out from under him and that he is tumbling into an 
abyss of uncertainty. In the hope of breaking his fall he grasps 
at the word “value.” But no such thing is being done. The 
props which sustained him were apparent, not real. He will 
not fall into a gulf of uncertainty if he realizes that cost and in­
vestment are the things to which to cling. The thing which is 
dangerous and uncertain is the very concept of value which he 
finds so hard to give up.
Few accountants with any substantial practice would care to be 
responsible for valuations, and a study of accountants’ certificates 
will, I think, bear this out. But the refusal to assume liability 
for an impossible series of valuations does not impair the real 
worth of accounts accurately prepared on a clearly stated basis, 
if the reader of the accounts will agree to the assumptions on 
which they are stated.
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TRIAL BOARD
The council of the American Institute of Accountants, sitting as a trial board 
on April 8, 1935, received and considered complaints against two members of 
the Institute practising as a firm. The charges were based on alleged viola­
tions of rules 8 and 11 of the rules of professional conduct.
It was reported that one of the members against whom charges were made 
had submitted his resignation of membership. Inasmuch as the trial board 
could not consider a resignation the trial proceeded. The accused did not 
appear in defense.
Upon motion it was resolved that the defendants be found not guilty of 
offenses against rule 8. It was unanimously resolved that they be found guilty 
of a violation of rule 11.
It was resolved that the punishment imposed upon the defendants be an 
admonition to refrain from similar offenses in the future, such admonition to 
be accompanied by an expression of the hope that the resignation would be 
withdrawn, and that both the letter and spirit of rule 11 would be observed 
by these members in future.
It was resolved that in the publication of the report of the trial in The Jour­
nal of Accountancy the names of the accused be omitted.
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